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have grown to dominate the international
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employment and has reduced the costs of
some weapon systems,
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ence to suggest that the future support of
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U.S. defense posture.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20348

B-165731

To the President of the Senate and the
Speaker of the House of Representatives

This is an unclassified version of our report describing
the foreign military suzles prodram and the impacts that occur
in the U.S. readiness posture. We discuss the long-range
implications of a sale made today in the light of future
support reguirements, and we suggest ways to improve vplanning
and control of the foreign military sales program.

In view of the billions of dollars involved in the for-
eign mili:ary sales program and congressional interest in
this area, we reviewed selected military locations to see
whether the foreign sales program has had an impact on tue
readiness of the U.S. Forces and whether the program has been
managed effectively.

We made our review pursuant to the Budget and Accounting
Act, 1921 (31 U.Ss.C. 53), and the Accounting and Auditing Act
of 1950 (31 U.S.C. 67).

We are sending copies of this report to the Director,
Office of Management and Budget, and co the Secretaries of

Defense and State.

Comptroller General
of the United States



COMPTROLLER GENERAL'S FOREIGN MILITARY SALES-~

REPORT TO THE CONGRESS A POTENTIAL DRAIN ON
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Sales of military equipment by the United
States to foreign buyers have increased
from $952 million in 1970 to $8.7 billion
in 1976.

Continued congressional concern over the im-
pact of such sales on the U.S. defense posture
prompted GAO to review effects of certain weap-
on systems' sales on U.S. Forces and to exam-
ine the considerations given to these effects
on the decisionmaking process.

Records of the United States Arms Control and
Disarmament Agency indicate that the United
States has dominated the world arms market since
1965 and now controls it by almost 50 percent.
This domination is attributable to the hiagh
technology embodied in the weapon systems
sold; the ability to provide follow-on sup-
port through systems' life cycles; and,

in some cases, a political preference on

the part of some countries for buying from
the United States rather than from other
nations.

Foreign military sales include some of the
most advanced weapons and support systems

in the U.S. inventory and represent a large
percentage of new weapons or equipment. For
example, in fiscal year 1975 about 50 per-
cent of the Army's procurement activities
were for the support of foreign sales.
Similarly, the chief customers have changed
from primarily North Atlantic Treaty Organi-
zation countries and other allies to Middle
East countries not allied with the United
States--Iran, Israel, and Saudi Arabia.
These countries accounted for over half of
the $8.7 billion foreign sales in 1976.
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roreign military sales are intricately woven
throughout the U.S. political, economic, and
defense fabric, which makes management of
these sales complex and assessment of their
effects difficult. However, reasonable as-
sessments from Defense indicate that the arma-
ment management and decisionmaking process
has, on ozcasion, allowed foreign deliveries
to affect U.S. defense capabilities adversely.
GAC believes that, even though some sales are
made from a purely political standpoint,

there are opportunities to improve the man-
agement process for satisfying these and

other foreign sales so as to miniwize the
impact on the U.S. defense posture.

What follows is intended to highlight some

of the ways in which foreign sales have had
an imract, and may continue to have an im-
pact, on the U.S. defense posture. However,
none of the examples, by themselves, create
insurmountable oroblems, and they should not
be considered ou* of context. But when the
examples are considered together, their cu-
mulative effect demonstrates how foreign sales
aggravate the already difficult task of wman~
aging the U.S. d-fense posture in a peacetime
environment. Moreover, the examples provide
a valuable insight into the need for improve-
ments today in order to avert potentially
greater management complexities in the fu-
ture.

The report identifies problems that affect
the management of the foreign military sales
process and attempts t» place the potential
long-range effects of the sales in perspec-
tive. For example:

--Foreign sales agreements provide for future
support. At the beginaing of fiscal year
1976, undelivered orders totaled about
$24 billion. As more deliveries of such
systems are made, problems encountered with
production limitations and competing de-
mands for key components will be magnified.
(See p. 34.)
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—--Over 45 percent of support requirements for
sales of major end-items from 1970 to 1975
have not been programed. Unless these re-
quirements are definitized and planned for
in advance, the United States may not be
able to satisfy future foreign support re-
quirements without affecting the U.S. read-
iness. (See pp. 33 and 34.)

—-Management information systems for foreign
military sales have data of individual
sales satisfied fror present production,
but the systems do not identify future sup-
port requirements for U.S. and foreign
customers. (See p. 18.)

--Inadequate consideration has been given to
the ‘cumulative effect of foreign military
Sales on weapon systems with common com-
ponents. Sales thus made affect not only
the system being delivered but also other
systems. (See p. 29.)

Many of the problems can be solved at the
Department of Defense. The Secretary of
Defense should require:

-—Inclusion, in all cases, of detailed impact
statements in the foreign mil ctary sales de-
cisionmaking process so that relevant in-
formation is not omitted inadvertently.

(See pp. 19 and 20.)

--A supply support agreement or other mech-
anism to be a part of any sale when it is
feasible, so that the Department of Defense
can program and fund future support without
affecting U.S. defense capabilities advarsely.
(See p. 38.)

——Development of a forecasting mechanism
to identify the probable qguantities of
future critical support items for U.S. and
foreign sales customers, including long
leadtime items used on more than one weapon
system. Such a mechanism will reguire
a system that will couple existing data
on sales and deliveries by country, wea-
pon system, quantities, and delivery dates,
with current assets. (See pp. 38 and 39.)
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AGENCY COMMENTS

The Department of Defense concurred in GAO's
recommendations. It said that it had issued
instructions informing the military services
of the procedures to be followed when sub-
mitting impact statements. The instructions,
however, do not specify the criteria to be
considered. (See p. 20.)

Explicit criteria should be given to the
three services to facilitate the preparation
of complete and consistent impact statements.

The Department of Defense said that agreements
for supply and support would be made a part of
any foreign military sale for major weapons

when it was feasinle to do so. It did not., how-
ever, Cite any instructions issued or planned
that would emphasize to negotiators that every
effort should be made to include such agree-
ments as part of all foreign military sales

for maijor weapon systems. Specific instruc-
tions =mphasizing this policy are imperative.

The Department of Defense noted that fore-
casting future foreign military sales for ma-
jor system requirements was being done by
tracking inventories, production, training,
and foreign demand on 60 major weapon systems
to the extent that the requirements of for-
eign governments are lnown to them or to the
Department of State. However, the system
does not address future support requirements.
(See p. 39.)

Defense's system on the 60 major systems is a
step in the right direction, but it should

be expanded to provide for forecasting re-
guirements in future critical support for
those items, whether in the hands of U.S.
Fcrces or foreign customers. Although De-
fense noted that it planned to issue a direc-
tive that would require the services to main-
tain information on past., present, and fore-
casted sales of major weapon systems, GAO's
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review of the proposed directive disclosed
that it 4id not address the maintenance of
such data specifically.

The Department of State had nco objectcn to
GAO's recommendations. However, it notea
that many foreign military sales that had
caused major effects on U.S. capabilities
in recent years were the result of politi-
cal, rather than management, decisions.



Contents

DIGEST
CHAPTFR

1 INTRODUCTION
Growth of the foreign military sales
program
Foreign military sales market
Previous GAO reports
Scope of review

2 BACKCROUND
Foreign military sales organization re-
sponsibilities
Types of foreign military sales arrange-
ments
End-item sales
Support sales

3 ADMINISTRATIVE COMPLEXITIES OF FOREIGN
MILITARY SALES
How a sale is made
Processing a sale
Conclusions
Recommendation
Agency comments and our evaluation

4 IMPACT OF FOREIGN MILITARY SALES ON THE U.Ss.
DEFENSE POSTURE
Policy and impact examples
Summary
Follow-on support
Conclusions
Recommendatiors
Agency comments and our evaluation

APPENDIX
I Opportunities identified by GAC for improv-
ing the management of the foreign mili-
tary sales program

II Foreign military sales offer and acceptance
contract, Du form 1513

NUNT, I PR

Y]

10
12
12

13
13
16
i9
19
20

41

44



APPENDIX Page

III Letter dated February 17, 1976, from the
Director, Defense Security Assistance
Agency and Deputy Assistant Secretary
(ISA), Security Assistance, to the Hcuse
Committee on Armed Services 47

Vv Letter dated July 28, 1976, from the Direc-
tor, Defense Security Assistance Agency
and Deputy Assistant Secretary (ISa),
Security Assistance, to the House Com-

mitte: on Armed Services 49
v GAO-suggested subject areas for inclusion
in an impact statement 51
Vi Memorandum dated July 9, 1976, from the

Director, Defense Security Assist-

ancce Agency and Deputy Assistant Secre-

tary (ISA), Security Assistance, to the
General Accounting Office 53

VII Letter dated April 27, 1977, from the
Director, Defense Security Assistance
Agency and Deputy Assistant Secretary
(ISA), Security Assistance, to the

General Accounting Office 55
VIII Letter dated March 15, 1977, from the
Deputy Assistant Secretary for Budget
and Finance, Department of State 58
IX Principal officials responsible for ad-
ministering the activities discussed
in this report 61
ABBREVIATIONS
DOD Departmerit of Defense
DSAA Defense Security Assistance Agency
FMSO-1 Foreign Military Sales Order I
FMSO-11 Foreign Military Sales Order II
GAO General Accounting Office

Isa International Security Affairs



CHAPTER 1

INTRODUCTION

The United States uses foreign military sales to provide
military assistance to foreign countries. The principal for-

eign military sales ob*ective, established by the Foreign
Military Salaes Act of 1968 (renamed Arms Export Control Act
on June 30, 1976), is to:

"k * % facilitate the common defense by entering into
international arrangements with friendly countries
which further the objective of applying agreed re-
sources of each country to programs and projects of
cooperative exchange of data, research, development,
production, procurement, and logistics support to
achieve specific national defense reeguirements and
objectives of mutual concern."

To this end, the act authorizes the United States to
sell defense articles and services to countries that are
able to pay to equip their military forces without undue
burden to their economies when it will further the security
objectives of the United States, and it will be consistent
with the objectives of the United Nations.

Many of the nations receiving foreign military sales
from the United States have developed, and now control,
vast amounts of the world's scarce commodity reserves, for
example, Persian Gulf nations that are members of the Or-
ganization of Petroleum Exporting Countries. The industrial
economies of nations, worldwide, are dependent on these
countries for their supply of critical resources. National
defense and the stabilization of their governments have
therefore become an area of increasing concern for both
these nations and the United States. Selling defense items
and services has, in many cases, provided the common bond
between the United States and these countries. Therefore
the foreign military sales programs can play an important
role in support of U.S. foreign policy initiatives.

GROWTH OF THE FOREIGN MILITARY SALES PROGRAM

In the past 7 years, foreign sales volume grew from
$952 million to over $8.7 billion. (See pp. 3 and 4.) The
Department of Defense (DOD) has not handled this volume
of foreign support since the 1950-54 Korean War period,
when grant aid averaged $8.7 billion and foreign military
sales averaged $350 million (expressed in 1976 dollars).



As shown in the following table, average foreign mili-
tary sales have continued to escalate throughout the 1950-76
period, whereas total foreign assistance (:oreign military
sales plus grant aid) dropped during the i950-69 period and
then rose dramatically in the 1970-74 period.

Growth of Foreign Military Sales and Grant Aid

(constant 1976 dollars)

FY
~ FY FY FY FY FY 1975-76
1950-54 1955-%59 1960-64 1965-69 1970-74 average
Program average average average average average (note a)

{000,000 omitted)

Foreign

military

sales $ 350 S 653 $1,300 $3,070 $ 5,820 $ 9,950
Grant aid 8,720 3,090 2,780 3,100 4,400 1,000

Total $9,070 83,743 $4,080 $6,170 $10,220 $10,950

a/Only a 2-year average.
Source: Defense Security Assistance Agency.

The sales include some of the most advanced weapons and
support systems in our inventory. Some of these systems are
provided to foreign customers before our own forces are fully
equipped.
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Crowth in Foreign Military Sales by Category

Category Fiscal year 1970 Fiscal year 1976
Aircraft $103,677,000 $1,519,056,000
Ships 8,460,000 322,568,000
Vehicles and weapons 27,724,000 575,266,000
Ammunition 68,238,000 344,213,000
Missiles 19,810,000 868,541,000
Communication equipment 98,566,000 125,405,000
Other equipment 78,324,000 306,070,000

Total 404,799,000 $4,061,119,000
Supply support (note a) 368,494,000 1,956,837,000
Training 77,174,000 251,967,000
Construction 30,024,000 808,637,000
Technical assistance 28,093,000 1,227,387,000
Research and development 40,620,000 130,000
Other services 1,479,000 92,471,000
Undefinitized 1,910,000 265,919,000

Total 547,794,000 4,603,348,000

Total $952,593,000 $8,664,467,000

a/Includes concurrent spare parts, repair and rehabilitation,
supply operations, and Foreign Military Sales Order I
agreements.

Source: Defense Securiiy Assistance Agency.

FOREIGN MILITARY SALES MARKET

Although, according to the United States Arms Control
and Disarmament Agency, the United States controls almost
one-half of the world arms market, there is keen competition
between major industrial powers, which creates somewhat of
a buyers' market. (See p. 6.) If one nation will not sell,
there are others waiting in the wings with comparable arms
that will.

The apparent market advantage for the United States
is the current high technology embodied in its arms and the
demonstrated capability to provide support. However, other
nations, such as the 3oviet Union, West Germany, France, and
the United Kingdom, are striving to close these technologi-
cal and support gaps.



Iran, Israel, and Saudi Arabia have been the prime cus-
tomers for recent U.S. foreign military sales. 1In fiscal

vear 1976 these three countries' sales accounted for
more than half of the $8.7 billion sales.

PREVIOUS GAO REPORTS

slightly

In addition to this report, we have previousiy published
the following reports on ways to improve the management of

the foreign military sales program.

"Department of Defense Stock Piling of War Reserve

Materials for Use by United States Allies" (Repo
to the Senate Committee on Foreign Relations; Ju
1974; P-74-1D-68)

"Security Assistance to Korea: Accomplishments
Constraints" (Report to the Congress; B-164264;
July 1, 1974)

"Status of Emergency Security Assistance to Isra
(Report to Representatives Runnels, Leggett, and
Dickinson; B-180356, May 20, 1974 (classified))

"Foreign Military Sales--A Growing Concern" (Rep
to the Congress; June 1, 1976; ID-76-51)

rt

1y 17,

and

elll

ort

"Airlift Operations of the Military Airlift Command
During the 1973 Middle East War" (Report to he Con-

gress; Apr. 16, 1975: LCD-75-204)

"Military Assistance and Sales to the Persian Gu
States" (Report to the Subcommittee on the Near
East and South Asia, House Committee on Foreign
Affairs; Dec. 31, 1974; ID-75-37 (classified))

1f

"Icsues Related to U.S. Military Sales and Assis-

tance to Iran® (Report to the Congress; Oct. 21,
1974; P-75-ID-15 (crlassified))

"leimbursements from Foreign Governments for Mil
tary Personnel Services Provided Under the For-

i-

eign Military Sales Act" (Report to Representative

Les Aspin; Aug. 16, 1974; ID-75-6)

"Equipment Shortages: A Result of Emergency Support

of U.S. Allies" (Report to the Congress; Nov. 19
1975; LCD-75-426)

’



PERCENTAGE OF $64.4 BIL LION
MILITARY ARMS AND SERVICES DELIVERLD
BY MAJOR SUPPLIERS FROM
Billions Of Dollars 1965 To 1974
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"Assessment of Overseas Advisory Efforts of the U.S.
Security Assistance Program" (Report to the Congress;
Oct. 31, 1975; IND-76-1 (classified))

"Millions of Dollars of Costs Incurred in Training
Foreign Military Students Have Not Been Recovered"
(Report to the Congress; Dec. 14, 1976; FGMSD-76-91)

"U.S. Logistical Support of Major Military Equipment
Provided to Foreign Countries" (Report to the House
International Relations Committee; Oct. 21, 1975;
ID-76-22)

Short synopses of key reports are included in appen-
dix I.

SCOPE OF REVIEW

Because of continued congressional concern over the
impact of foreign sales on the U.S. defense posture, we
reviewed the effects of certain weapon systems on the U.S.
Forces and examined the considerations given to these ef-
fects on the decisionmaking process.

We randomly selected several weapon systems that had
experienced a high volume of foreign sales. From these
systems, cases were selected and reviewed to determine
whether high foreign military sales demand had affected
the availability and operational readiness of these sys-
tems and whether a forecasting mechanism for follow-on
support was available.

We did not review (1) the basis for the foreign policy
decisions made pertaining to these sales, (2) the proce-
dures used regarding pricing of the commodities sold, or
(3) whether supply support agreements were the best alter-
native for providing support.

During our review we interviewed and obtained docu-
ments from officials of the Department of State; DOD and
the military departments; and the United States Arms Con-
trol and Disarmament Agency, Washington, D.C. We made our
review at:

Office of the Secretary of Defense.
Defense Security Assistance Agency.
Headquarters of the Army and the Air Force.
Air Force Logistics Command, Dayton, Ohio.



Air Force Systems Command, Dayton, Ohio.

Development and Readiness Command, Alexandria, Virginia,
and its subordinate commands.

Army Missile Command, Huntsville, Alabama.

Army Tank Automotive Command, Warren, Michigan.



CHAPTER 2

BACKGROUND

Some background about how the United States makes foreign
military sales and about the various types of sale arrange-
ments is essential in order to understand this dynamic and
growing activity.

%7 "IGN_MILITARY SALES
viw NIZATION RESPONSIBILITIES

Numerous departments and agencies within the executive
branch (for example, the National Security Council, the Agency
for International Development, and the Departments of Commerce
and the Treasury) have various responsibilities for foreigr.
military sales. However, aside from the President, who has
final determination, the principal responsibilities, estab-
lished by legislation, have been assigned to the Secretaries
of State and Dpeferse.

Department of State

The President has delegated foreign military sales
management to the Secretary of State. He, in turn, has
delegated it to the Under Secretary for Security Assistance.
The action has been assigned to the Bureau of Politico-
Military Affairs and its major operating bodies:

1. Office of Security Assistance and Sales, which
assesses political, economic, and legal factors
associated with foreign sales.

2. Office of Munitions Control, which regulates com-
mercial exports of arms, ammunition, implements
of war, and rela'ed technical data delineated in
the "U.S. Munit:ons List."

The Under Secretary for Security Assistance also chairs
the Security Assistance Program Review Committee, which re-
solves major policy issues and formulates security assistance
Programs by country. The Committee includes representatives
from DCD; the Office of Management and Budget; the Arms
Control and Disarmament Agency; the National Security Coun-
cil; the Agency for International Development; and the Depart-
ments of the Treasury, Commerce, and Labor.



Simply stated, the Department of State decides whether
a sale should be made, and DOD determines how to provide
the requested article in a vimely fashion.

DOD

Although overall responsibility for foreign military
sales is vested with the Secretary of State, thz offices
of the Assistant Secretary of Defense (International Security
Affairs (ISA)); the Deputy Assistant Secretary (Security
Assistance); and the Defense Security Assistance Agency are
the major action offices within the Office of the Secretary
of Defense.

The Assistant Secretary (ISA) is responsible for
coordinating the activities of DOD components, formulating
guidance, and representing the Secretary of Defense in
matters concerning security assistance.

The Deputy Assistant Secretary (Security Assistance) is
also the Director of the Defense Security Assistance Agency.
In the former capacity he supports the Assistant Secretary of
Defense (ISA) in formulating policy guidance. 1In the latter
capacity, he directs and supervises the administration and
implementation of security assistance programs and mair:ains
management and status information systems on foreign military
sales.

The step by step management of foreign military sales
is coordinated through the procurement and logistic offices
at the Office of the Secretary of Defense level and their
counterparts in the individual service headgquarters and
their subordinate commands.

TYPES OF FOREIGN
MILITARY SALES ARRANGEMENTS

There are two basic kinds of foreign military sales,
(1) those consisting of an end-item--such as a tank, an
aircraft, or a ship--and (2) those consisting of support--
such as spare parts, technical assistance, and construction.

Both kinds of sales are handled directly between the
U.S. Government and a foreign government, which is the sub-
ject of this report, or between a U.S. commercial producer
and a foreign government or other foreign organizations.
Most requests, however, are handled under government-~to-
government arrangements. Reasons why foreign nations and
international organizations may prefer to deal with the U.S.
Government rather than directly with commercial sources are:
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--Foreign procurements receive the increased pr-tection
of the U.S. procurement regqulations.

--Foreign nations are assured that the items supplied
will meet standard U.S. Government configurations.

--Many foreign nations are inexperienced in procurement
procedures but have had longstanding diplomatic experi-
ence.

Under government-to-government arrangements, the United
States manages the actual procurement, and the foreign country
relies on its diplomatic experience to obtain favorable de-
livery dates, should the need arise.

Payment for foreign military sales is either on a credit
or a cash basis. Foreign military credit sales are, in some
cases, an inteérmediate step for countries making the transi-
tion from grant aid.

Repayment periods are up to 12 years. Foreign military
cash sales are made in the focllowing manner.

1. (Cash_in_advance--The full amount of the sale is paid
when the customer signs the contract.

2. 60-day payment--The full amount is paiq within 60
days after delivery.

3. 120-day payment--The payment plus interest may be
deferred with congressional approval from 60 to 1.0
days after delivery.

4. Dependable undertaking--The customer makes a firm
commltment to pay all costs for new production or
services and insures the U.S. Government against
any loss in the venture. For example, under the
dependable undertaking provisions of the supply
support agreement, wherein the customer accepts
the financial obligation for the materiel on order,
the U.S. Army is authorized to purchase and stock
materiel based on demand e:perience in anticipation
of the customer's needs and thereby provide depend-
able and timely service to the customer.

Foreign military sales credit is extended to eligible
countries on the basis of credit agreements, which make
specified amounts of credit available for use by such

11



countries to finance foreign orders. The terms of the loar
agreements require that purchase be placed against the
available credit funds before a specified date, usually 2
years after the date that the loan agreement was signed.

END-ITEM SALES

Other than arranging for payments, the sale of an end-
item is a relatively simple contractual agreement. It is
very similar to buying an automobile. The contract specifies
the items and the accessories, such as radios, engines, guns,
and paint color. (See app. II fnr a specimen contract, DD
form 1513.)

SUPPORT_ SALES

Foreign military sales specifically for support are
called cooperative logistics support agreements and fall
into two main categories: Foreign Military Sales Order
I (FMSO 1) and Foreign Military Sales Order II (FMSO II).
These are far more complex than an end-item sale, in both
the items called for and the means of payment.

FSMO T has two parts. The first part is normally a
cash arrangement and specifies the items to be stocked to
meet the 120-day consumption reguirement for the customer.
Part two lists the quantity of items to be placed on pro-
curement for the 360-day consumption requirement and is
normally a dependable undertaking.

FMSO II is an cpen-ended sales order for the continued
consumption of the items stipulated in FMSO I. (A customer
must have an FMSO I arrangement before negotiating an FMSO
II.) When the FMSO II is accepted and the necessary funds
deposited in the United States, the customer is then al-
lowed to submit requisitions which will be filled from U.S.
stocks. However, no provisions are made to hold the
customer's requisition until its stocks have been procured.
Thus, to the degree that a foreign country's requisitions
exceed the funded amount of its FMSO II agreement, the stocks
will be funded by U.S. stock funds until a new guarterly
payment is made by the foreign country.

The mechanisms for administering foreign military

sales and the impact on the U.8. defense posture are dis-
cussed n the following chapters.
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CHAPTER 3

ADMINISTRATIVE COMPLEXITIES OF FOKREIGN MILITARY SALES

The growth of foreign military sales has strained DOD's
ability to routinely administer both foreign customers' and
U.S. Active Forces' needs for weapon systems and support.
Howevr:r, this growth has allowed U.S. manufacturers to
operate plants at higher levels of production and, in some
cases, to continue operating plants which otherwise might
have been closed down. Additionally, foreign military
sales can play an important role in support of foreign
policy initiatives.

Functioning as a potitical, ecoanomic, and defense tool
has made the administration of foreign militarv sales a
complex assignment. The rapid rise in volume of foreign
military sales has taxed the ability of DOD to manage the
program, and there are indications that some deliveries to
coreign customers have had an adverse impact on the U.S.
Forces' inventories. Since, at the beginning of fiscal
year 1976, undelivered orders tota. 4 about $24 bhillion,
there are opportunities to improve ..t existing method
of administration to insure that futu-e sales and deliveries
will not detract from the U.S. defense efforts.

HOW A SALE IS MALE

The mechanism for making a foreign sale varies within
DOD, depending on the article sold, the kind of supporct
required, and the service respo.. ible for their management.
But, in generzl, they follow tne sequen' » outlined in the
following sections.

Origin of a sale

Fcreign countries continually review tne defense
articles offered by the major industrial nations. Their
activities are somewhat similar to an individual's, when
the individual shops and purchases a maZor household item.

If a country wants a U.S. article, it normally requests
a quote on current prices and delirery dates through the
Department of State. 1If the Department determines the re-
quest is in our best interests, it will notify DOD. DOD
will then determine the price and the delivery date and
forward a letter of offer with a contract (DD form 1513).
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If the country accepts, it signs the contract and provides
the necessary funding. TIf not, the country may renegotiate
or buy its defense needs elsewhere.

Forecasting

The purpose of forecasting for both end-items and
support requirements is to arrange for the orderly, cimely,
effective, and efficient procurement and delivery of goods
and services for a customer. It is widely recognized as
a prudent business practice. However, because the Arms
Export Control Act precludes DOD from making advanced
procurements based on foreign military sales forecasts,
DOD's forecasting abilities have not been fully exploited.
Consequently, when an order is received and the requested
article is not in a surplus position, DOD must

—~procurée the article from ongoing production;

--divert the article from production intended for
either U.S. or other foreign customers, including
items undergoing depot level overhauls;

--withdraw articles from war reserve stocks; or
-~withdraw articles from Active Forces inventories.

Most foreign military sales are provided from ongoing
production sources within normal leadtimes even though the
weapon may not have been fully deployed. In some instances,
foreign policy and national security considerations dictate
sales with such a short leadtime that the first alternative
above is not satisfactory. Consequently, when there are
insufficient stocks on hand to simultaneously supply both
U.S5. and foreign needs, the sales may result in withdrawals
or diversions from our own forces' inventories. Since the
October 1973 Israeli war, the dollar value of foreign military
sales ... weapons and ammunitions which resulted in either
withdrawal or diversion has dropped from a high of 17 per-
cent in fiscal year 1973 to a level of only 1 percent in
fiscal year 1976.

Although considerable improvements have been made in
reducing withdrawals and diversions, the growth of foreign
sales is creating a potential for future impact on U.S.
Forces needs. There is a large and growing inventory
of weapons in foreign hands for which the United States
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will have to provide support, and currently there is no
adequate mechanism for forecasting how the support require-
ments will affect the U.S. Forces in the out years.

To some degree these potential problems have been
recognized. Recent changes to the Arms Export Control Act
established the need for credible forecasts and require
the President of the United States to submit to the Con-
gress an "Annual Estimate and Justification for Sales
Program," a quarterly report on the status of all military
exports and, specifically, to identify for congressional
approval all sales for $25 million or any major defense
equipment for $7 million or more. Further the changes
require that:

"Sales of defense articles and defense services
which could have significant adverse effects on
combat readiness of the armed forces of the
United States shall be kept to an absolute
minimum."”

In addition, at the request of certain committees, the
President must, among other things, provide: "* * * 3p
analysis * * * of the impact of the proposed sale on mili-
tary stocks and the military preparedness of the United
States * * *x

Taken together, these changes clearly mandate that DOD
have a credible sales forecasting mechanism. At present,
DOD has not specified the miminum essential criteria for
assessing the impacts of both end-item and follow-on sup-
port sales. Moreover, the basis for determining impacts
vary on a case-by-case basis. The use of criteria to deter-
mine the impacts are the heart of effective sales forecasts.
Consequently, the basis for developing credible forecasts
that can be used for determining alternative sales actions
has been open to wide interpretation.

Moreover, available statements of impact were developed
solely for cases where there we withdrawals and/or diver-
sions. Even these, however, are not uniform in criteria or
content. Further, the remaining cases, -"hich constitute
the majority of sales satisfied from production, did not
require a statement of impact. Consequently, it is not
known whether, in fact, these cases had an adverse impact
on our forces.

Appendixes III and IV show the type of impact statement
submitted before and after the changes to the Arms Export
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Control Act. 1In comparing the two statements, there ap-
pears to be little difference in the information or content,
and in neither case is the follow-on support addressed. In
contrast, a distillation of the information gleaned from
personnel experienced in foreign military sales suggests
that the criteria set forth in appendix V would reasonably
reflect minimum essential information needed to adeguately
evaluate the impact of a foreign sale and thus support
credible forecasts and provide a basis for satisfying con-
aressional needs.

It is doubtful that any private sector manufacturing
organization controlling a dominant market position could
effectively maintain this position without producing and
stocking sufficient inventory to meet its projected sales
forecasts. Nor could it develop useful sales alteraatives
without good information about the impact of the proposed
sale on the organization itself. Assuming that DOD will
continue to be a major factor in the foreigr military sales
market, it is eqgually doubtful that it can continue to sell
and support its advanced weapon systems in an orderly manrer
without the benefit of good sales forecasts.

In reality DOD is the manager of foreign military sales
and should be in a better position to forecast both the
sales of major articles and follow-on support. Although we
did not evaluate the private sector forecasts, it seems
probable that they try to anticipate the impact of such sales
on their own productiun base. Moreover, to the extent this
information is exchanged with DOD, it will be in a better
position to manage the total foreign military sales environ-
ment. The flow of information between DOD and the private
sector--in both directions--is necessary to insure accurate
forecasts which contribute to smooth production iuns.

PROCESSING A SALE

The processing of a sale jis a complex interaction
between the Department of State, DOD, and the Departments
of the Army, Navy, and Air Force and their numerous sub-
ordinate commands, Plus a multitude of cystem and item
managers and contractors. As the processes within each
service differ slightly to accommodate differing environ-
ments, for simplicity, we will discuss a typical process.

The State Department has divided all countries eligible

for military sales into two groups, category A and category
B. Category A countries are those to which DOD may sell
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defense articles and services without referral to the State
Department for policy guidance; countries in this group are
the Western industrialized countries, for example, most
North Atlantic Treaty Organization countries ané Japan and
Australia. Category B countries are those countries whose
requests for purchase of defense articles and services

must be cleared by the State Department. Some countries,
depending on the weapon system, may be categorized as A

for some and B for others. If the Department of State has
assigned an eligibility of category A to a country, that
country's request for U.S. arms, support, or services is
made directly to DOD. Category B countries, however, must
submit their requests to the Department of State which de-
cides if the projected sale is in the best interests of the
United States., This analysis is almost exclusively in a
political context. If it is in our best interests, the re-
quest is forwarded to DOD along with category A country
requests. Otherwise it is returned to the originating
country.

The approved country's request is then forwarded to
the appropriate military department for processing. After
some analysis the request is forwarded to the International
Logistics Office of the appropriate subcommand and sub-
sequently to that command's comptroller for price informa-
tion and item manager for availability information.

The item manager then determines how the requested item
can be provided within the given period. His determination
along with pricing data is then returned to the International
Logistics Office. At this point a key decision is made. If
the item can be supplied within the time constraints from
either surpluses or ongoing production without diversion, the
International Logistics Office formulates a letter of offer
with a sales contract and sends them to the service head-
quarters for transmittal to the country. However, if the
requested delivery time is so urgent that the item must be
either diverted or withdrawn, an impact statement outlining
these concerns is drawn up and forwarded with the letter of
offer and the sales contract to the service headquarters.

The content and form of the impact statement are not
prescribed, nor is the mechanism for including the state-
ment in the decisionmaking process formalized. However,
if the service headquarters agrees that there is no other
viable alternative to diversion or withdrawal, the pro-
posed sale is forwarded to the Secretary of Defense. At
this point the exact procedure beccmes unclear. There are
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no standard practices promulgated by either the Department
of State or DOD for handling these exceptional cases, and,
consequently, there is no clear audit trial. Howev~r, as
a result of extensive interviews with State and DOD offi-
cials, the following sequence of events has emerged. The
alternatives to either withdraw or divert articles for the
sale are reviewed within the Office of the Secretary of
Defense. If analyses support the service position, the
Secretary of Cefense advises the Department of State that,
in the light of the overall defense impact, State should
reevaluate the propriety of the sale.

Management system

The Defense Security Assistance Agency (DSAA) is
responsible for reporting on the status of foreign mili-
tary sales. 1In so far as the sales relate to end-items
that are in production or for which production capacity
can be made available, DSAZ has developed a system encom-
passing about 60 major weapon systems and their key long
leadtime components on an individual basis. This system
is dependent on information from the services. To the ex-
tent that information is timely and accurate, DSAA can
readily determine the available production capacity at any
point in time as well as the impact of diverting production
from one customer to another, including the United States.
But what this system does not portray is the consequence
of withdrawing articles from inventory or the cumulative
effect of both diversions from production and withdrawals
from inventory. Consequently, DSAA cannot readily determine
whether a foreign sale, to be satisfied from other than pro-
duction, will adversely affect existing or pProjected inven-
tories.

For example, we contacted DSAA to determine how it
tracked the cumulative effect of withdrawals and diversions
of end-items on existing inventories; we were told there
were no effects. Moreover, to its knowledge, there had
only been a few isolated instances where th~ effect re-
sulted in withdrawals or diversions other tnan emergency
assistance to Israel during the October 1973 war. 1In
March 1976 we requested DSAA to prepare a list of all
foreign military sales for fiscal vyears 1975 and 1976 which
authorized either withdrawal or diversion of stocks.

On July 9, 1976, DSAA sent us a letter which stated
that:
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"The DOD does not keep cumulative records by type
transactions and, therefore, our reply has been
delayed pending completion of a survey of various
country files."

The letter listed 43 instances in which decisions were made
to provide DOD equipment, such as M-60Al tanks, M-113Al
armored personnel carriers, and the Dragon and TOW missiles
in less than normal leadtime from new production (diversion)
or from NDOD inventory (withdrawal). Tne detailed listing
included 15 instances fOfJ and the re-
maining 28 instances for deleted Oman,

) [Ethiopia, Morocco, Korea,
Cambodia, and Indonesia. (Gee app. VI.)

We attempted to compare the data included in the DSAA
July 9, 1976, letter with information we had received from
the Coordinator for Army Security Assistance regarding with-
drawals and diversions for the same period of time. This
comparison showed inconsistencies in the lists obtained
from the two sources. The DSAA letter did not include
fifty-four M-48A5 tanks withdrawn from U.S. stocks and
twenty-two M-113Al1 armored personnel carriers, which were
withdrawn and diverted.

CONCLUSIONS

There is no indication that the United States will
reduce its active role in the foreign military sales market.
The fact that these sales are made with political, economic,
and defense overtones makes their administration complex and
the opportunity for error great. Therefore, to effectively
balance mutual political, economic, and defense needs, it is
critical that the information used to make these far-reaching
decisions be credible and timely.

The State Department and DOD have attempted to closely
coordinate the complex administration of foreign military
sales. But the separation of political and economic interests
from defense needs, coupled with incomplete information, has
created continuing management problems. Many, we believe,
can be solved at the DOD level.

RECOMMENDATON

To reduce the possibility that future foreign sales
and deliveries may hinder the U.S. defense effort, we recom-
mend that the Secretary of Defense require in all cases the
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inclusion of detailed impact statements in the foreign mili-
tary sales decisionmaking process so that relevant informa-
tion is not inadvertently omitted.

AGENCY COMMENTS AND OUR EVALUATION

Our preliminary report was submitted to the Department
of State and DOD for comment. In response, DOD concurred
in our recommendations and the Department of State said that
it had no objections to them. State noted, however, that
many foreign military sales that had caused major impacts
on U.S. capabilities in recent years were the result of
political, rather than management, decisions. These con-—
ments are included as appendixes VII and VIII.

DOD agreed with our recommendations that impact state-
ments be required in the foreign military sales decisionmaking
process, They cited a December 14, 1976, memorandum from the
Deputy Secretary of Defense to the service secretaries ap-
prising them of the procedures to be followed when submitting
such statements.

The cited memorandum, however, does nct address the
specific matters to be considered by the services in deter-
mining whether a proposed foreign military sale will have
an adverse impact on the U.S. military capability. It
merely reqguires a "full description of the effect the pro-
posed sale will have on combat readiness of the Armed Forces
of the United States." Nor does a proposed DOD directive
that will supersede the December 14, 1976, memorandum in-
clude any specific criteria for impact statements.

We believe that the services should be given specific
guidance on the factors to be considered in determining
the impact and that these factors should be clearly ad-
dressed in all impact statements. This would insure con-
sistency in impact statements, both within and between the
services, and would provide DOD with a better basis for
determining whether the adverse impact of a proposed sale
was of such significance as to reguire Presidential report-
ing to the Congress under the provisions of the Arms Ex-
port Control Act. Appendix V identifies specific areas
that, we believe, should be addressed in impact statements.

DOD concluded that the main thrust of our report was

that foreign military sales had had an adverse impact on
U.S. defense capabilities. Although DOD concurred in all
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of our recommendations for improvement, it did not belijeve
that the examples in the report supported such a conclusion.

In addition, DOD said that only about one-half of
1 percent of the total dollar value of fiscal year 1976
foreign military sales had an impact on U.S. Forces. DOD
believed we ignored the total force policy under which a
foreign sale may enhance allied defense capabilities and
ease the U.S. defense burden.

It was not our intent to try to demonstrate an overall
adverse impact on U.S. defense capabilities as the result
of foreign military sales. We have shown, however, that
such sales have impaired the availability of certain items
to U.S. Forces and, we believe, have demonstrated the poten-
tial drain on the U.S. posture that such sales can have if
their impact on U.S. needs is not adequately considered.

We are mindful of the fact that enhancement of allied
defense capabilities may ease U.S. defense burdens. We be-
lieve, however, that such enhancement to the detriment of
the capability of U.S. Forces is a decision that should be
reached only after the most careful and complete considera-
tion of &all the ramifications of the impact on U.S. Forces
and the benefits to be gained. Moreover, although only a
small percentage of foreign military sales may have an
adverse impact on U.S. Forces, as we have shown in chapter
4, many of the items in this category are the most advanced
weapons and support systems in our inventory.

DOD also said that our statement that

"diversion and withdrawal of end items and spare
and repair parts have been made to the point
where minimum essential quantities have been
denied to our own forces"”

implied that this was a serious problem when it was not.
Again, as we commented earlier, we did not attempt to evaluate
the overall adverse impact on U.S. Forces resulting from for-
eign military sales. Obviously, however, for the examples
cited in our report--important curr.nt weapons, such as the
TOW and Dragon missiles--the U.S. military capability was
seriously affected.

DOD said that our report was not objective and well

balanced because it had a number of inaccurate 2nd unsup-
ported statements. However, it cited onlv one example--our
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comment that DSAA had not identified fifty-four M48A5 tanks
withdrawn from stocks after we asked them to identify all
foreign m»” “+9ry sales during fiscal year 1975 and fiscal
year 1976 .. 'h authorized withdrawal or diversion of stocks.
(See pp. 18 and 19.) DOD said that DSAA did not identify
these items to us because the Army had concluded there was
no adverse impact on U.S., Forces as a result of this with-
drawal.

Our request, however, asked not only for withdrawals
that had an impact on U.S. Forces but also for all sales
that authorized withdrawals from stocks during the above-
mentioned period. Moreover, as pointed out previously, the
Army Coordinator for Security Assistance had identified
these items as being withdrawn from stocks. Although DOD
in its comments had cited this example as portraying an
lnaccuracy in our report, its final comments on this matter
concluded that the situation indicated that perceptions
varied at different levels of an organization because of
information available--in other words, that the Army Coordi-
nator and LSAA personnel viewed this matter differently as
to whether it should be considered a withdrawal from stocks.
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CHAPTER 4

e

IMPACT OF FOREIGN MILITARY SALES

ON THE U.S. DEFENSE POSTURE

The adequacy of the U.S. defense posture zcan be ex-
pressed as a measure of a number of factors, such as the ca-
pability, quantity and quality of manpower, ecgu.ipment, and
Support. However, when any one or a combination of these
factors is adversely affected by actions, such as fcreign
military sales, to the point where the reguired guantity,
quality, or capability is reduced below the established
minimum essential levels or deployment of critical articles
is significantly postponed, then logic dictates that there
is an undesirable impact on the U.S. defense posture.

Two possible indicators of an adverse impact are:

--Shortfalls and delays in achieving either authorized
acquisition objectives, which is the required level
necessary to support the U.S. Forces and allied
forces in a wartime situation, or initial issue
quantities, which is the minimum level a unit must
have on hand to carry out its mission responsibili-
ties.

--Delayed deployments of critical weapon systems.

In addition to these factors that have an impact on
foreign sales, there are other factors, such as funding
constraints and production limitations, which have an
impact on the achievement of inventory objectives and the
timely deployment of weapon systems. For example, the
year-to-year phasing of procurement funds frequently
stretches the achievement of authorized acquisition objec-
tives, initial issue quantities, and deployments over a
number of years. In this situation, if the available pro-
<action capacity is greater than the scheduled U.S. pro-
curements, foreign sales usually can be readily accommo-
dated. In contrast, if scheduled U.S. production uses all
of the available production capacity, foreign sales are not
easily accommodated unless they can be added to the enr. of
the U.S. production run. Otherwise, the foreign sales must
be either diverted from U.S. production or withdrawn from
other sources of stocks, at the expense of the U.S. defense
posture.
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What follows is intended to highlight some of the ways
in which foreign sales have had an impact and may continue
to have an impact, on the U.S. defense posture. However,
none of the examples, by themselves, create insurmountable
problems, and they should not be considered out of context.
But when the examples are considered together, their cumy-
lative effect demonstrates how foreign sales aggravate the
already difficult task of managing the U.S. defense posture
in a peacetime environment. Moreover, the examples provide
a valuable insight into the need for improvements today in
order to avert potentially greater management complexities
in the future.

The Army has recognized a potential problem in providing
future follow-on support for foreign sales and has initiated
a study to determine whether the United States has the ca-
pability to supply spare and repair parts to satisfy both
future U.S. and foreign requirements. The basis for the
Army's concern is that, in the next 5 to 6 years, the delivery
schedule will steadily increase.

We have discussed the contents of the Army study with
responsible officials and have been told that the study's
initial findings are that the foreign military sales agree-
ments we sign commit us to a support role for many years
into the future. 1In addition, while we are contractually
committed to future support there is no fully satisfactory
means currently available for forecasting future foreign
support reyuirements. The information developed by the
Army on future support is similar to the observations we
present later in this chapter.

POLICY AND IMPACT £XAMPLES

DOD's policy is to satisfy foreign military sales in a
manner which will not adversely affect the U.S. defense
posture. However, emergency sales of defense articles have
continued to be satisfied through diversions and withdrawals.
While the volume of these types of sales has now dropped to
about 1 percent of total weapon and ammunition sales, a world
or localized crisis could quickly reverse this trend. There-
fore, a brief examination of how these types of sales have
resulted in both favorable and unfavorable impacts will il-
lustrate their risks and provide a background for a better
understanding of commitments for follow-on support.
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M-113A1 armored personnel carrier

The armored personnel carrier is a very popular item
under both military assistance procgrams and for=ign military
sales programs. At present, about 34,000 of these vehicles
have been produced and about 23,000, or 68 percent, have been
distributed to foreign countries.

The foreign military sales program has had many benefi-
cial effects on the armored personnel carrier. For example,
during a recent period when the Army was not pracuring any
of these vehicles, foreign sales

-—allowed the contractor to remain in operation;
--postponed costs of closing down the production line;

--provided employment during the U.S economic down-
turn;

--established a peacetime production base, which could
generate vehicles immediately if the United States
became involved in a crisis; and

--retained key suppliers of unique components in the
defense business.

On the other hand, total commitment of peacetime pro-
duction for foreign sales has postponed the Army's replace-
ment of{  deleted jarmored personnel carriers
withdrawn earlier from Army inventories to support
[ deleted ]during the October 1973 war. After the war

the Army was to get paid back[_ deleted __|vehicles from
new production. It was to get the first [ deleted
vehicles;| deleted [the next] deleted

the Army, the next[_ deleted land] deleted

[ deleteq _|tne finalj deleted [However, be-
cause deleted |wanted more vehicles even sooner

than production rates could provide, its delivery schedule
was advanced. Consegquently, the Army was paid back only the
first| deleted jvehicles. The next[  deleted ]
vehicles were diverted to| deleted |After that,
the Army was to have received its| deleted

vehicles, to complete its payback quantity. However, Morocco
urgently needed deleted so[  deleted ] of

the Army's next deleted were also diverted, and
these were not scheduled for payback until 1977, 4 vears

after the war.
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The impact cf these actions, particularly as they relate
to Europe, has been highlighted in a previous GAO report 1/
on prepositioned equipment, where we stated:

"The major problem facing the prepositioned equipment
program is the important shortage of combat-essential
major end items. Some of these shortages will likely
exist for some time due to production base limitations
"« producing sufficient assets to satisfy all outstand-
2”7 requirements,"

-

TOW miscile

By creating a larger procurement quantity in fiscal vear
1976, foreign military sales of the TOW missle have been bene-
ficial in lowering the cost of the missiles' launchers by as
much as 15 percent. However, diversions of production of
the TOW missile for foreign sales have perpetuated the short-
age of spare and repair parts and have delayed scheduled
U.S. deployments.

The impact of withdrawing and diverting secondary items
on the U.S. defense posture is clearly stated in a March 8,
1976, Army docament on the TOW missile, prepared shortly
after a drawdown of stocks to support a foreign military
sales case for{ deleted ] The document
states that:

"Secondary item operational readiness support posture
on a_worldwide basis will be jeopardized °“_E§"§ cri-
tical long leadtime items, because assets must be
drawndown from other programs, 1.e., War Reserves,
SSA, and initial 1ssues. This type of high priority
(take out of your hide) requirements have a drastic

degrading effect on materiel readiness posture, and
further increases zero balance, out of stock, and
potential zero balance stock position."

i/"Continuing Problems with U.S. Military Equipment Pce-
positioned in Europe," LCD-76-456, July 27, 197s.
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The Army document also states that the expedited sale
of the TOW missile for[ deleted ] increased
existing shortages in repair parts that were required for
imminent U.S. deployment to the 13 Army activities listed
below:

Ft. Hood, Texasgs Ft. Ord, California

Ft. Carson, Colorado Ft. Stewart, Georgia

Ft. Riley, Kansas Ft. Polk, Louisiana

Ft. Bliss, Texas Ft. Knox, Kentuck

Ft. Campbell, Kentucky Panama .

Ft. Lewis, Washington Klaska (1724 Infantry Brigade)

Ft. Benning, Georgia-

deleted

| lAlthough there are many factors which affect
operational readiness, such as funding and production con-
straints, previously mentioned foreign military sales also
have been a factor in keeping equipment in an inoperable
condition due to spare parts shortages. Some of these

items are common to both the TOW and the Dragon missile sys-
tems, for example, the power supply modulators, cable as-
sembly, and power supply.

Dragon missile

The Dragon missile is the Army's newest antiarmor sys-
tem and is in the early stages of deployment. At present
the Army has| deleted
| deleted |yet sales of the Dragon missile continuo. For
example, a foreign military sales case in early 1976 called
for advance delivery of] deleted ]
[ [which had to be met by diverting
programed U.S. production. The Army impact statement sent
to the Secretary of Defense stated that

deleted

Iwhich is the minimum level a unit must
have on hand to carry out its mission responsibilites.
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deleted

| Although the Army
voiced its concern, DOD approved the diversion.

In addition, this expedited sales case had an adverse
impact on critical long leadtime secondary items common to
both the TOW and the Dragon weapon systems. The effect on
the Dragon system are categorized as follows:

deleted

It appears that the impacts on the defeni¢ posture of
those U.S. units which have not attained their initial
issue quantities severely counter suggested benefits of
foreign sales for the Dragon missile.

Maverick missile

The Maverick missile, however, has not been adversely
affected by foreign military sales. Moreovar, the increased
foreign sales demand has kept existing production liines
open and maintained employment during the recen’ economic
downturn, and the costs for inventory modernization have
been reduced through recoupment of $5.6 millicn in research
and development costs.

Additionally, the Air Force efforts to introduce the
Maverick missile, model C, into its inventory are another
example of the positive side of foreign military sales.
Currently the Air Force is selling the Maverick missile,
model A, to foreign customers from irventory and is replac-
ing it with new production of the improved model B. If
the Air Force is successful in maintaining the sales levels
for another 22 months, the model C will be ready for pro-
duction and the Air Force expects to avoid about $97.6 mil-
lion in closedown and startup costs.
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SUMMARY

The examples briefly discussed previously portray situa-
tions when foreign military sales have had mixed benefits.
But, on balance, when these berefits are coupled with in-
pacts on the U.S. defense posture, both become difficult to
quantify. The impacts of foreign sales, which include di-
versions from fully committed production capacity, delays
in replenishment of withdrawr war reserve stocks, increased
shortages of critical support items, and delays in depl >yrent
and increasing rates of not operationally ready for repair.,
make it clear that more definitive information must be de-
veloped before making a sale. These immediate impacts, when
coupled with the long-term agreements for follow-on support,
clearly indicate that, when we assess the benefits of a for-
eign sale, we must consider the potential long-range im-
pacts on the U.S. defense posture.

FOLLOW-ON SUPPORT

When the United States sells defense articles to a
foreign customer, it also agrees to provide follow-on sup-
port after the initial spare and repair parts have been
consumed: when it plans to retire the articles from its in-
ventory, it also notifies the customer within 2 years of the
anticipated retirement and allows the customer to make a life-
time buy. 1In the interim the United States encourages the
customer to enter into a cooperative logistics support agree-
ment so that the needed follow-on support can be provided in
an orderly fashion--the FMSO I and II arrangements, discussed
in chapter 2.

Because, at the beginning of fiscal year 1976, unde-
livered orders totaled about $24 billion and were for in-
creasingly sophisticated eguipment, our experience with
follow-on support is still very much in an evolving stage.
Nonetheless, it is in this evolving state that symptoms of
future problems can often be identified before they become
critical. That is the major thrust of this section; namely,
timely identification of potential support problems is es-
sential so they can be avoided in future sales.

Forecasting

By entering into a cooperative logistics support agree-
meint, the foreign customer is assured of a reliable supply
of spare and r.:pair parts. Moreover, DOD can reasonably
forecast foreign reguirements along with U.S. requirements
and thereby make orderly arrangements for deliveries.
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In fiscal year 1975 poD provided 26 cents' worth of
support, including initial Spare parts, for every dollar of
end-items sold. However, only 55 percent of the support
was provided under cooperative logistics support agreements.
The remaining 45 percent represent spare and repair parts
support for which DOD has not forecasted.

The history of life-cycle costing for most U.S. defense
articles shows that operation and maintenance costs far ex-
ceed the original acquisition costs. asg foreign sales of
end-itmes grow, they create a long-term requirement for sup-
port. Based on current difficulties in simultanously ful-
filling spport needs of both the United States and foreign
customers, it is probable that DOD will face even greater

complexities in providing future support unless it can rea-
customer demands.

Production limitations

Limited production availability, like insufficient in-
ventories, also has created problems in satisfying both
foreign military sales customers' and U.S. Forces' competing
demands for similar items.

For example, the infrared potted tube is a key item
used to produce both the M-19 and the M-24 night vision peri-
scopes. The M-19 periscope is used in the armored personnel
carrier and in 11 other najor Army end-items and is also used
by the Navy and the Ajr Force. The M-24 pPeriscope is used
in the M-60Al tank and the M-88 recovery vehicle. Addi-
tionally, both pPeriscopes are produced for replacement jnven-
tories for foreign sales customers and U.S. active and re-
Serve components.

Production of the infrared potted tube is inadequate
to meet all current reguirements. Because the M-60Al1 tank
has the highest peacetime production priority, most of the
available production is used for the M-24 periscope. Also
much of the existing inventory has been reduced in support
of tank productijon. Concurrently, foreign military sales
demand for the armored personnel carrier and the M-19 peri-
scope have increased. To avoid penalty charges resulting

i isruption, the Army has had to withdras
deleted M-19s. Of these,

were actually removed from vehicles, rendering them ineffec-
tive for their night combat missions,

34



Another example is the transfer gear assembly for the
armored personnel carrier. This secondary item has been in
short supply because there is insufficient available produc-
tion for the gears to satisfy both new armored personnel
carrier production and secondary support inventories. More-
over, the demand for armored personnel carriers has resulted
in diverting production destined for support inventories and
has aggravated existing shortages.

Currently, 68 percent of the armored personnel carriers
being supported are in foreign inventor.es. As of March 1976,
95 percent of the 1,638 backorders for the assembly were from
foreign countries. In this case the adverse impact is on the
ability of the United States to provide secondary follow-on
support to foreign customers. As mentioned earlier, this
ability to provide secondary support for the weapon systems
is one of the wU.S. advantages and conversely the inability
to provide it reduces the long-term attractiveness of U.s.
defense articles.

CONCLUSIONS

DOD's policy is to provide foreign military sales in
a manner which will not adversely affect the U.S. defense
posture. However, discounting the Viet Nam and Israel
conflicts, DOD has satisfied foreign sales of end-items
at the expense of the U.S. Forces.

Problems associated with providing foreign sales cut
across the entire logistics spectrum. But they are most
dramatically highlighted by the fact that diversion and
withdrawal of end-items and spare and repair parts have
been made to the point where minimum essential guantities
have been denied to the U.S. Forces. Moreover, as foreign
sales of end-items continue to grow, so does the U.S. require-
ment to provide the follow-on support. Each end-jitem sale
creates an implied obligation to provide support for the
life of the end-item. With about $24 billion in undelivered
orders at the beginning of fiscal year 1976, the futurity
of the follow-on support impact has been masked by the em-
phasis to satisfy today's sales.

Diversion and withdrawals of stocks to support for-
eign sales have aggravated our ability to provide an orderly
flow of secondary items to satisfy competing demands from
both U.S. and foreign customers. Moreover, as mentioned
previously, over 45 percent of the U.S. support is unpro-
gramed, that is, support not covered by a logistic support
agreement. This has strained secondary item management
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systems as well as the foreign sales covered by cooperative
logistics support agreements. Consequently, shortages of
combat-essential equipment have been created and in some
cases perpetuated. Further, available production capacity
has been diverted from its prime mission of satisfying U.S,.
defense needs.

Many key long leadtime secondary items are used through-
out several families of major end-items, for example, the
M-60Al1 tank and the armored personnel carrier. Frequently
subcomponents for the secondary items are limited by exist-
ing production capacity. Therefore, when foreign sales de-
mands reqguire the reallocation of end-items between U.S. and
foreign customers, the existing production base often cannot
make the necessary adjustment in a timely fashion and further
withdrawals of stocks are required. This complicates the
already difficult task of managing the U.S. defense in a
peacetime environment.

In contrast, the coordinated sales of the Maverick mis-
sile demonstrate that, with careful planning and the cus-
comer's cooperation, foreign sales can provide a positive
impact. The phased sales of existing model A stocks which
have coincided with the replenishment of technically superior
model B stocks have provided a warm production base and
needed employment during the recent economic contraction. Ad-
ditionally, if the phased sales continue as planned, the Air
Force expects to avoid $97.6 million in closedown and start-
up costs and has already recouped about $5.6 million in
research and development costs.

RECOMMENDATIONS

If we are tn continue as a major supplier of defense
articles, then the mechanisms for providing these articles
and their support must be configured to prevent the de-
gradation of the U.S. defense posture. We therefore recom-
mend that, while the state of foreign sales is still evolv-
ing, the Secretary of Defense:

--Require that a supply support agreement or other
mechanisms be a part of any sale when it is
feasible to do so, so that DOD can program and
fund future support with .t adversely affect-
ing the U.S defense capabilities.

~--Develop a forecasting mechanism which will identify
the probable guantities of future critical support
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items for U.S and foreign sales customers, including
long leadtime secondary items uised in more than one
weapon system. Such a mechan:sm will require a sys-
tem that will couple existing foreign military sales
data on sales and deliveries by country, weapon sys-
tem, guantities, and delivery dates with current as-
sets.

AGENCY COMMENTS AND OUR EVALUATION

DOD concurred in our recommendations that a support
agreement be part of any sale, so it can forecast and fund
future support without affecting U.S defense capabilities.
It said that such agreements would be part of any sale when
it was feasible to do so. DOD did not, however, cite any
planned or issued instructions that would emphasize to ne-
gotiating personnel that every effort should be made to in-
clude support agreements as part of all foreign military
sales for major weapon systems.

With respect to our proposal to develop a forecesting
mechanism, DOD commented that this was already being done
to the extent that the requirements of foreign governments
were known by the State Department and/or DOD. Acccrding
to DOD, when future requirements are known, they alre in-
corporated in a Master Planning Book maintained by DSAA
with inputs provided by the services. The book ccntains
60 major systens and includes up-to-date information on
inventories, production, training, and foreign demands (cur-
rent and forecast). Information on weapons other than the
60 major systems is maintained internally within the serv-
ices. DOD said that in those cases where future or fore-
cast sales were firm and authorized by the U.S. Government,
it was planning its production and inventories to meet such
demands. DOD also commented that accurate usage and con-
sumption data might not be obtained from some foreign mili-
tary sales customers due to their own security requirenents.

Such a system is a step in the righc direction in
developing a data base for use in forecasting future support
requirements. It does not, however, identify the specific
future support requirements for U.S. and foreign customers
that can be expected as the result of past, present, and
forecasted sales of major weapon systems. If this system
included data on future support reguirements on the basis
of such factors as known usage and fatigue raies, it would
go a long way in becoming a better forecasting document. We
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recognize that precise data may not always be available or
easily obtainable. Tais does not preclude using the best
available data, whether based on information furnished by
customers or on our own estimates of a customer's usage and
consumption.,

DOD stated that it was in the process of writing a direc-
tive that would require the militarv services to gather and
maintain the data addressed in our second recommendation.
However, our review of the proposed directive disclosed that
it did not specifically address the accumulation of such
data at all.
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APPENDIX I APPENDIX 1I

OPPORTUNITIES IDENTIFIED BY GAaO FOR

IMPROVING THE MANAGEMENT OF

THE_FOREICN MILITARY SALES PROGRAM

"Foreign Military Sales--A Growing Concern"
(Report to the Congress; June 1, 1976;
ID-76-51,

The increased congressional and public attention focused
on the dramatic growth in the volume of the U.S. foreign sales
program led us to place into perspective a number of arms-
transfer issues related to areas of concern in the program.

The report did not make any recommendations and is an
overview of the major issues surrounding the program's opera-
tion and growth and discusses issues which include:

--Closely controlled foreign military sales, which are
an important foreign policy tool.

--Economic impact of transfer to foreign manufacturers
of U.S. technology.

--Extent U.S. military capabilities and readiness suf-
fer from increased sales.

--Implication of providing logistical support for defense
articles sold to foreign counties.

"Equipment Shortages~-~A Result of Emergency
Support of U.S. Allies"

(Report to the Congress; Nov. 19, 1975;
(LCD-75-426)

The readiness position of the United States has been
adversely affected by the accelerated emergency support to
South Vietnam and Israel over the past several years be-
cause:

~~Equipment was taken from Active Forces.

--Equipment stocks in U.S. depots and prepositioned in
Europe were reduced below desired levels.

-~Equipment in the possession of, or earmarked for

delivery to, Reserve components was diverted or
withdrawn and transferred to these countries.
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We recommended that the Secretary of Defense improve
DOD's logistics management structure to manage emergency
logistics support to allies and improve contingency planning
for emergency logistics support to allies. Plans should in-
clude at least

--an inventory of major weapons systems in the country's
armed services,

--the quantity and serviceable number of equipment items
in inventory,

--the level of inventory stocks normally maintained to
support the equipment,

--loss rates projected to occur under various combat
conditions, and

--the maintenance capability and expertise within the
ally's military services.

We also recommended that the Secretary

--establish criteria to limit the extent of degradation
that will be accepted by U.S. Forces in support of
contingency plans for allies, particularly for items
in an existing critical stock position at the time
of the emergency and

--Apprise appropriate congressional committees of DOD's
contingency plans, including the effect such potential
support could have on U.S. Forces (both Active and
Reserve components),

"Military Assistance and Sales to
the Persian Gulf States" (Report to
the House Subcommittee on the Near
East and South Asia; Dec. 31,

1974; 1ID-75-37)

Seles agreements under the foreign military sales pro-
gram to the Persian Gulf States from fiscal years 1967
through 1974 totaled $8.5 billion. This classified report
addresses U.S, military programs and third-country military
assistance in the Persian Gulf,
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"Issues Related to U.S, Military Sales
and Assistance to Iran" (Report to the
Congress (unclassifed digest of a
classified report); Oct. 21, 1974;
P-75-1ID~-15)

Iran agreed to purchase more arms from the United
States in 1974 than did the rest of the entire world combined
in any other preceding year.

Despite the law requiring recovery of all costs to the
maximum extent possible, the United States is conducting these
sales at considerable cost.

Even though we found nc firm contradictions with the re-
quirement of the Foreign Military Sales Act, it guestions the
impact of such sales on the arms race, the extent and charac-
ter of the military requirements, and the legitimate self-
defense needs of the purchasing country. The Congress does
not receive timely information on the volume and makeup of
cash sales or on the nature of the military capability they
provide.

We suggested that the Congress may want to require the
executive branch to periodically furnish information on the
volume and nature of major cash sales that could materially
increase the military capability of the purchasing nation.

"Status of Emergency Security
Assistance to Israel" (Report to
Representatives Runnels, l.eggett,

and Dickinson; B-180356; May 20, 1974)

As a result of the 1973 Arab-Israeli War, the Emergency
Security Assistance Act of 1973 was passed to provide Israel
with $2.2 billion in assistance to maintain a balance of power
in the Middle East.

In a classified report, we presented the status of the

funding and equipment deliveries under this act and of other
U.S. assistance provided to Israel.
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APPENDIX II APPENDIX II

(1} PURCHASEA (Name and Addreva)(incilude ZIP Code)
UNITED STATES OEPARTMENT OF DEFENSE

OFFER AND ACCEPTANCE

2) PURCHASER 3 REFERGNCE (3 CASE OL3'GNATOR Government of XXXXXX
FMS DA XXXXX

oFPER

The Govemmaent of the United States hereby offers to eell to the above purchaser the delense srticies) snd delenas service(s)
listed bealow, subject to the terms contsined herein and conditions cited on the reverss.

(€) TrH18 OFFEA BXPIRES
e ] TENKYURT, N .

(7) UR OERARTMENT OF

(4) DATR
1TEm
s N E8TIMATRD
ner. [TEM CEBCAIRTION QUANTITY or 7 AVAILABILITY
NO. (Including srock number, 1! appiicable) [y g UNIT COST TOTAL COBY AND REWARKS
(U] {5) (10) (14 (13 13) {14

DRAGON SYSITEM

1 6920-00-175-6327

Trainer launch effects,

Guided Missile XMSA
{BIK/L/K) 5 Ba 7,000.00 35,000.00 See note 1

2 6920-00-017-4482
Transmitting set, infrared

{BIk/L/K) 2 ta 9,000.00 18,000. 00 Ses note 1
3 Concurrent spare parts
organization, maintenance,
plus one year RO s} 165,000.00 See note 2
(B9A/9/L/K)
(I8) ESTIMATYED COBT ‘2]8.00000
P16, ESTIVMATED PACKING CRATING., AND “ANUDLING COSTS 10,000'00
(17 LS TimMATED ADMiNISTHATIVE CruarGE 7 10,000. 00

(18) ESTIMATED CHARGES FOR SUPPLY SUPPORT ARRANGEMENTS

(19) CYHER ESTIMATED
CoStTsSpacily;

120) ESTIMATED TOTAL COSTS $238.000.00
- ceed
t11) TERMS
Dependable undertaking.
Depasit $70,000.00 with acceptance.
ACCEPTANCE
tdd) | mm 8 duly suthorized repeegentative of the Guvernment of t14) OFFER/ RELEADE C ODE —
(2% FREIGHT FOR.
ond upon behelf of WARDER COOK :
e81d Government, accep' this offer under the 10rms and c caditions contained here- |(2) MARK £ OA CODE
in, thia (23) day of e 19 _{(27) POINT O CELiVERY
f28) YYPEU HHAME A% TITL R (239} BiGNATULE
BREVIOUS EDITIONS ARE OOBOLETYE. rASE or ‘mASKD
No. e 1513 o
VAN <-
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Note 1 -

Items cited on this case are programmed for availability
as follows:

March 1977 April 1977 May 1977

Line Item: 1 2 2 1
Line Item: 2 1 - 1
Note 2 -

Supply support of the Dragon System will be available
for a period of 8 to 10 years. A reevaluation of support
period will be made 2 years prior to tarmination date and
you will be offered either an extension of the support
period or a life-of-type buy with termination of normal
supply occurring as originally specified.
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APPENDIX

CUFILE GF 1A DIRLCTON DEFARMAT Sl URITY nadoinadic AGENSY
AND
DEPUTY ASSISTANT SECRETARY (SECURITY ASSISTANCE), DASD/ISA
WASHINGTON, D.C. 20631

17 Fco B8

In reply refer to:

1-12585/75

Mr. Frank M. Slatinshek:
Chief lounsel, Armed Services Committee
House of Representatives

Washington, D.C.

20535

Dear Mr. Slatinshek:

Enclosed is additicnal information to Transmittal No. 76-27,
which concerns the Department of the Army's proposed Letter
of Offer to Saudi Arabla estimated to cost $26.1 million.

Same Letter to:

Sincerely,

A. M. PISH
Lieutenant General, USAF
Director, Defense Security Assistance Agency
' and
Deputy Assistant Secretary (ISA), Security Assistance

Senate Committee on Appropriations

Distr:
Gen Fish
R&C

TC RF (2)
PR CHRON
PR Orig
Cong Rel

PREP: LTC Martin/cl/DSAA/TC/X79304

a0

Nt et
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Additional information Related to Transmittal No. 76-27

deleted
Clensified bro.--- v .b.l-\A.._Cmpt.:oua: .............
e23rTT 10 govTaT VAT semTTIIATIONCOO aroauin or
sovnTIVE CULIA RO IL'.'.“[Z""I"T_"i DOLSGRADED

TUECUTI T
po Tv0 YEAR IKILKTALS. DES r A5SIFIED On-31. Dec 82

GAO note: See pp. 29 to 31 for description of how the
case was actually affected.
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APPENDIX

OFFICE OF THE DIRECTOR DEFENSE SECURITY ASSISTANCE AGENCY

DEPUTY ASSISTANT SECRETARY (SECURITY ASSISTANCE), 0ASD/ISA
WASHINGTON, D.C. 20301
£8 JuL 1976

In reply refer to:
1-3133/76

Mr. Frank M. Slatinshek
Chief Counsel, Armed Services Committee
t'ouse of Representatives

Washington, D. C.

20515

Dear Mr. Slatinshek:

Enclosed is additional information to Transmittal No. 7T-2, which
concarns the Department of the Army's proposed Letter of Offer to
Israel estizated to cost in excess of $25 million.

Attachment

Same Lt to:

Sincerely,

B. M. PISH )
Lieutenant General, USAP
Director, Defense §: - :ity Assistance Agency

Eas
Deputy Assistant Secretary (ISA), Security Aasistance

Senate Cormittee on Appropriations

DISTR:
Gen Fish

ASD/ISA File

R&C

TC RF (2)

PR Chrog

PREP: LTC Martin/cl/DSAA/TC/x79303

PR Origc~~ "X

Cong Rel
State
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APPENDIX IV APPENDIX

w)

©)

W

(v)

(u)

E¥ETITIVES CROED 31 y

Additional Information Related to Transmittal No. 7T-2

deleted

This propused case involving major defense cquipment in the amount
of $25 million or more is being handled as a foreign military sale
in accordance with Section 38 of the Arms Export Control Act.

The acquisition of these missiles will improve Israel's dcfensive
capability.

The purchaser will pay all costs for items provided plus an administrative
charge for handling this case as a foreign military sale. This proposed
sale would have a positive impact on the U.S. balance of payment.

CLASSTET S '\no" ﬁ"HI""” AR
LUTIATICNL

%2 100 YEAR INTRRVALS. DECLASZITLED, o._p- /&ci}_
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APPENDIX V APPENDIX V

GAO-SUGGESTED SUBJECT AREAS FOR INCLUSION

IN AN IMPACT STATEMENT
SECTION I

Short-term impact

l. Identify the authorized acquisition o jective aneé the
initial issue quantity status and the positior after the
proposed sale.

2. Identify assets that might be substituted~-U.S.,
allies, or other.

3. What would be the source of assets and how much
would come from each?

a. Ongoing production.

(1) leadtime away.

(2) Diversion of production.
b. Depot stocks.
c. Reserve component inventory.
d. Active forces' inventory.
e. Other (identify).

4. How lor~ will it take to replace the articles sold?
5. What units will be affected and in what way?

6. What percent of the worldwide inventory of assets
are in foreign hands?

7. Will the sale require U.S. citizens or Government
employees?

a. How many?
b. For what duration?
c. Where will they come from?

8. If a sale is made, what is the projected difference
between the sale price and the replacement cost?

9. Will replacement articles differ from those being
sold? (explain)

10. Will the article sold represent or introduce a level
of technology currently not available in the customer's in-
ventory?
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SECTION II

Long-term impact

1. Has the customer entered into a cooperative logistic
support agreement?

2. What is our production capability to support the sale
in the out years?

3. Are key components of the article sold common to
other articles? If so, what are they, and is there sufficient
capacity available to satisfy both U.S. and foreign require-
ments?

4. Are there production limitations associated with
either the article itself or key components? If so, how will
they be overcome?

SECTION III

Action

Based on the information contained to sections I and II,
explain why the sale should or should not be made. (This
section might be signed by the same person who signs the
letter of offer.)
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APPENDIX VI APPENDIX VI

OFFICE OF THE DIRECTOR DEFENSE SECURITY ASSISTANCE AGENCY
AND

DEPUTY ASSISTANT SECRETARY (SECURITY ASSISTANCE), DASD/ISA
WASHINGTON, D.C. 20301
9 JUL 1976

In reply refer to:
1-22180/75

MEMORANDUM FOR MR, CANTER, GAO

SUBJECT: GAO Inquiry - Decisions to Provide DOD Equipment at Less
than Normal FMS Leadtime.

The attached information is provided in response to your informal
inquiry regarding Executive Branch decisions to provide equipment
to foreign governments via FMS at less than normal FMS leadtimes
during the perlod 1 July 1974 through 31 March 1976. As my staff
indicated to you, the DOD does not keep cumulative records by type
transaction and, therefore, our reply has been delayed pending com-
pletion of a survey of various country files.

it is DOD policy that equipment will be offered with normal FMS
leadtimes for sale to foreign purchasers. Occasionally, for broader
foreign policy reasons, the Executive Branch decides that it is in

the best interests of the United States to provide such equipment

at less than normal FMS leadtimes. Within DOD such a decision

requires 0SD approval, usually at the Deputy Secretary level, if such
action would impact unfavorably on one or more of the military services.
Normal FMS leadtime is defined as that period of time from the date

of complete purchaser acceptance of a Letter of Offer, including
satisfaction of financial terms, to availability of the item(s) to

the forsign purchaser. It includes FMS admiristrative leadtime

(to implement the accepted case to the appropriate contracting officer),
contracting leadtime (to negotiate and le: the contract) and production
leadtine (following contract placemerni, the period to actually produce
the item and accomplish those other actions necessary prior to avail-
ability o the customer).

The narmai FMS availability for the items listed in the attachment was
in excess of 24 months. These items were provided in less than normal
FMS leadtime either from new production or from DOD inventory.

1355

Attachment
L-“H.M.ﬁ&l~\m
. lsutenant « ..., USAF ™
Birertor, ¢ . i .o USAF ~

oLl g L Liice Agency, \

1
i

34
A

T 1

~
§-ryrity Assistaney

)
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APPENDIX VI

deleted
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APPENDIX VII APPENDIX VII

DEFENSE SECURITY ASSISTANCE AGENCY
AND
DEPUTY ASSISTANT SECRETARY (SECURITY ASSISTANCE). OASDfiS#

WASHINGTON. DC 20301

In reply
refer to: 1-20555/76

Mr. Fred J. Shafer

Director, Logistics & Communications
Division

U.S. General Accounting Office
Washington, P.C. 20548

Dear Mr. Shafer:
(U) This is in reply to your letter to the Secretary of Defense

regarding GAO's draft report of January 1977, "Foreign Military Sales -
A Potential Drain on U.S. Defense Posture' (0SD Case #4535),(LCD 76-455)

deleted

(u) Attached for your consideration are the DOD's detailed comments and
recommendations. We would welcome a meeting with you to discuss these
comments after you have had an opportunity to review them,

(U) DOD is conducting the requested security classification review of the
draft report and the results will be furnished separately.

Sincerely,

oIk
Lirector, DSAA

Slageified bv .. ... ool eeciiiciaoiiael, H. M. FiSH
S3UB.ECT TO CENERAL CECLASSIFICATION SCSEDULE OF — |jeutenant Ceneral, v* *%
EXECUTIVE ORCER 11052, AUTOMATIC, LLY DOVNCRADBBMrector, Derense Sccurity As .t oo Ageney

AT TWO YEAR INTERVALS. DECLASSIiFiED ON 310ec198]. and
A“:‘;:““‘: Deputy Assistant Secretary (ISA), Security Asslstancs
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DOD COMMENTS

GAO DRAFT REPORT '"FOREI{ MILITARY SALES - A POTENTIAL DRAIN ON U.S.
DEFENSE POSTURE' (0SD CASE #4535), (LCD 76-455)

GENERAL

1. The main thrust of the report is that FMS has had an adverse impa<t
on our defense capabilities. However, only a few examples are cited in
the repcrt to ''support' this conclusion. Far better Jocumentation is
required for such a far-reaching conclusion as this.

(See GAO note, p. 57.)
2. The statement on page i that FMS dollar growth from $952 million in
1970 to $10 billion in 1974 has taxed DOD's ability to maintain u.S.
defense posture is not supported by examples. In fact, It is our belief
that the U.S. defense industrial base is not being fully utilized and our
foreign military sales have been very beneficial.

(See GAO note, p. 57.)
3. On page bl, the report states that DOD has continued to satisfy foreign
sales of end items at the exnense of our own forces. The conclusion sug-
gests a finite either/or relationship which is demonstrable neither in the
report nor in fact. Only about one half of one percent of the total DOD
dollar value of FY 76 sales impacted on our own forces. The conclusion
also ignores the total force policy, under which a foreign sale may enhance
allied defense capabilities and ease U.S. defense burdens in the process.

L. On page 44, the report states: '. . . diversion and withdrawal of end
items and spare and repair parts have been made to the point where minimum
essential quantities have been denied to our own forces.'' As presently
written, the implication is that this is a serious problem when in reality
it is not.

5. The draft report correctly notes that advanced FMS procurement based
upon forecasting is specifically prohibited by the Arms Export Control Act.
However, the report fails to note, that prohibition notwithstanding, that
accurate usage and consumption data may not be obtained from some FMS
customers due to their own security considerations.

Reconmendations (Page 25) (See GAO note, p. 57.)

#1. Concur. This is already being done to the extent that the require-
ment of foreign governments are known by the State Department and/or DOD.
When future requirements are known they are incorporated in 3 '"Master Plan-
ning Book'' maintained hy DSAA with inputs provided by the Services. The
book contains 60 major systems and includes up-to-date information on inven-
tories, production, training and foreign demands (current and forecast).
Information on weapons over and above the major systems noted above are
maintained internally within the Services. In those cases where future or
forecast sales are firm and authorized by the U.5. GovernmeAt, DOD does plan
its production and inventories to meet such demands.
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#2. Concur Per Deputy Secretary of Defense Memorandum of 4 Decem
ber 1976, a DOD Directive is being staffed which requires the Military
Services to maintain the data addressed in the recommendation.

#3. Concur. Per Deputy Secretary of Defense memorandum of 14 Decem
ber 1976, the Military Departments were apprised of the procedures to be
followed when submitting impact statements.

Recommendations (Page 46) (See GAO riote below.)

#1. Concur.

#2. Concur. A support agreement, when it is feasible to do so, will
be a part of any sale, to enable DOD to forecast and fund downstream < ipport
without affecting our defense capabilities.

#3. Concur.

Accuracy/Clarity/Completeness

(See GAO note, p. 60.)

GAO note: Page references in this appendix refer to the
draft report and do not necessarily agree with
page numbers in the final report.
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DEPARTMENT OF STATE

Wattan, tae D C 20520

March 15, 1977

Mr. J. K. Fa.ick

Director

International Division

U.5. General Accounting Office
Washington, D. C. 20548

Dear Mr. Fasick:

I am replying to vour letter of February 1, 1977, which
forwarded copies of the draft report: "Foreign Military
Sales - A Potential Drain on U.S. Defense Posture."

The enclosed comments were prepared by the Deputy Director
for the Bureau of Politico-Military Affairs.

We appreciate having had the opportunity to review and
comment on the draft report. If I may be of further
assistance, I trust you will let me know.

Sincerely,

. et
u-\,,L[Aucw( vt

Daniel L. Williamson, Jr.
Deputy Assistant Secretary
for Budget and Finance

Enclosure: As stated
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GAO DRAFT REPORT: FOREIGN MILITARY SALES - A POTENTIAL
DRAIN ON US DEFENSE POSTURE

Thank you for the opportunity of commenting on the
subject report. Our suggested emendations follow:

Various Categories of Sales

The term "foreign military sales" is used throughout the
study to refer both to the sum of arms transfers and to sales
under the Foreign Military Sales Program. On the first page
of Digest section, the term seems to refer to the FMS program,
although the numbers are confusing and not borne out by the
tables in the body of the text (see page 2). This confusion
could be overcome by using the term "arms transfer" as a de-
scription of our overall arms export activities (including
grant assistance and commercial sales as well as FMS cash and
credit sales), and the term "Foreign Military Sales Prcgram"
to refer to arms sales on FMS cash or credit basis administered
by the Department of Defense.

Management vs. Political Decisions

There is also a failure throughout the study to distinguish
adequately between the impact on defense capabilities of manage-
ment decisions made by DOD and political decisions made by the
President. The decisions which have had major impact on capa-
bilities in recent years (viz. Israeli resupply) have been
manifestly political; the management process at DOD has often
been devoted minimizing the effects of such political decisons
on capabilities. In the nature of things, of course political
decisions which impact on capabilities are difficult %o antici-
pate in the management process. These comments apply
particularly to the discussion in the first paragraph of page ii.

The Role of Private Manufacturers

The paper implies (page 18, page ii) that the responsibility
for production planning for defense articles rests entirely
with DOD. While DOD obviously plays an important role in this
area, arms manufacturers can and do make production and inventory
decisions based on their own projections of foreign orders. The
flow of information between Defense and the arms industry is thus
crucial to ensuring smooth production runs.
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Further ~omments on specific points in the text follow:

(See GAO note below.)

Proposals

The Department does not object to any of the proposals
advanced by the report. It is our understanding, however, that
Defense has already taken extensive steps to improve forecasting
techniques, to assess cumulative impact of sales on capabilities,
and to include supply support arrangements as part of FMS sales
anreements.

T

/ ) <"-7

Deputy Dlrector
Bureau of Politico-Military
Affairs

GRO note: The comments which have been deleted have been
considered in the report.
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APPENDIX IX APPENDIX IX

PRINCIPAL OFFICIALS RESPONSIBLE FOR

ADMINISTERING THE ACTIVITIES DISCUSSED IN THIS REPORT

Tenure of office
From To

DEPARTMENT OF DEFENSE

SECRETARY OF DEFENSE:

Dr. Harold Brown Jan. 1977 Present
Dcinald H. Rumsfeld Nov, 1975 Jan. 1977
James R. Schlesinger July 1973 Nov. 1975
William P. Clements, Jr.
(acting) Apr. 1973 July 1973
DEPUTY SECRETARY OF DEFENSE:
Charles W. Duncan, Jr. Jan. 1977 Present
William P. Clements, Jr. Jan. 1973 Jan, 1977

ASSISTANT SECRETARY OF DEFENSE
(INSTALLATIONS AND LOGISTICS):

Dale R. Babione (acting) Jan. 1977 Present

Frank A. Shrontz Feb. 1976 Jan. 1977

John J. Bennett (acting) Mar. 1975 Feb. 1976

Arthur I. Mendolia June 1973 Mar, 1975
DEFENSE SECURITY ASSISTANCE AGENCY:

Lt. Gen., Howard M. Fish Aug. 1974 Present

Rear Adm. Raymond E. Peet June 1972 Aug., 1974

DEPARTMENT OF STATE

SECRETARY OF STATE:

Cyrus Vance Jan. 1977 Present

Henry A. Kissinger Sept. 1973 Jan. 1977

William P. Rodgers Jan. 1969 Sept. 1973
(947211)
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